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1. Overview
The purpose of this study is to conduct an empirical study on the key issues 
relating to the vocational training funding system in Korea. The employment 
insurance vocational ability development scheme, introduced to replace the 
compulsory vocational training system that supported economic development in 
1970s, is the key financial system to maintain the present vocational training 
system. The source of revenue of this system is the employers' insurance fees in 
the employment insurance vocational ability development account. The primary 
purpose of this system is to provide vocational training expenses for employed 
workers and unemployed people with previous work experience. Hence, the 
employment insurance vocational ability development scheme is managed as a 
form of social insurance, having some institutional characteristics of a typical 
training levy-grant system.
In this study, we have alluded to and empirically reviewed some key issues 
of the employment insurance vocational ability development scheme. We 
focused on the general institutional conformity and suitability of vocational 
training funding system, rather than on the details to be improved. The 
empirical validation is based on econometric analysis with various data sources 
comprising the data from employment insurance, HRD-net, and the results of an 
employer survey conducted by KRIVET. 
2. Key results of the study 
In regards to the suitability of the levy on employers to remedy market 
failure, it is revealed that employer-led training lowered the quit rate statistically 
significantly, according to the analysis results. This result can be understood as 
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indicating that there is no market failure caused by the externality of the 
employer-led training in the Korean labor market as a whole. However, although 
there is no market failure overall, we can identify some cases of market failure 
as the scale or categories of businesses differed. The possibility or presence of 
market failure arose in small businesses or certain business categories. 
Therefore, it is found that the present training levy system is necessary. 
Referring to the actual subject of the training levy, it was proven that there 
exists a transfer of employers' social insurance costs onto worker's wages. That 
is, if the employment condition changes from the status without social insurance 
to the status with, the rate of the wage increase is 8% lower. Considering the 
fact that employers' burdens for social insurance are about 10% of total 
compensation costs, this result means the amount of the transfer is about 80% 
of the employers' share. 
The analysis of the effect of self-directed training, focused on the individual 
training subsidy, showed that the individual training subsidy training should not 
be regarded as negative for employers. First of all, the individual training 
subsidy contributes to expanding training opportunities to employees who were 
overlooked for employer-led training. Also, the turnover possibility of workers 
who benefited from the individual training subsidy is higher by 10% than for 
those of participants of employer-led training. That means the employees 
participating in vocational training tend to stay in their present work places. 
Therefore, there is no reason for employers to regard the individual training 
subsidy negatively. 
The roles and effects of formal training and informal training were reviewed 
to estimate the effects of government intervention in employer-led training under 
the training levy-grant system. From the analysis, the outcome showed both 
informal workplace learning and formal training were utilized for skill 
development required by the employers, and each side complemented the other. 
In this case, it can be said that it is reasonable to support formal training 
because it promotes informal workplace learning. Nevertheless, the specific job 
characteristics are the most influential factors in informal workplace learning and 
formal training. Therefore, the production or management system needs to be 
changed to one that is more skill-oriented. 
Finally, the evaluation results of government support for employer-led training 
showed that such intervention did not prove to be effective. First of all, the 
employers who received government support tended to invest more money into 
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training for their own employees. However, the effects fell as more developed 
analysis methods were applied. Again, the results from the employers' survey 
showed that, in some cases, even unnecessary training was organized just to 
receive the government training subsidy. 
3. Policy Implications 
The main findings from this research project have important policy 
implications for the vocational training funding system. First of all, the levy on 
training to revise labor market failure has some validity in Korea's labor market. 
However, the poaching externality of training appeared to be confined only to 
small businesses. Of course, the social validity of the training levy should not 
be determined by the poaching externality only. However, as long as the 
poaching externality appeared to lack prevalence, it should be stressed that 
careful consideration of the validity of the overall training funding system is 
required. 
Next, the results relating to the subject of the training levy is suggestive for 
future system management. The fact that the actual subject of the training levy 
is the employee implies that the focus of employment insurance vocational 
training should not be confined to employer-led training. Instead, there exists a 
strong demand to extend the direct support to worker-led training. Meanwhile, 
these results raised the fundamental question over the validity of the social 
insurance principle applied to the employment insurance vocational training 
system. In other words, there is a dissociation of nominal-actual subjects of the 
training levy. It is necessary to remove the social insurance principle from the 
current training levy-grant system. 
The outcomes relating to the individual training subsidy are worthy of note, 
with the revision of the support process. That is, under the rapidly changing 
technological and social conditions, the necessity for the funding of 
individual-led training has increased. Despite this, there has been some 
opposition to the expansion of funding to individual-led training, since such 
training would increase the quit rate of training participants. However, together 
with the results from the wage transfer effects of social insurance costs, such 
objections have been found to be groundless. The current system requires 
adjustment to increase the financial support to individual-led training activities. 
In regards to the support provided to employer-led training itself, workplace 
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learning is important, as well as formal training. The most important thing is to 
determine how to support such informal training activities, considering the 
nature of informal training itself. It should also be stressed that training policy 
alone would not achieve much success with regard to the promotion of 
workplace learning. That is, for the activation of training, the reorganization of 
business management is required to ensure it becomes more skill-oriented before 
the extension of training supply. In conclusion, the training policy should be 
promoted with skill-oriented reform or skill-oriented strategies to increase the 
competitiveness of employers.
